THURSDAY,  JULY  21,  1977 

PART  II 


CIVIL 

AERONAUTICS 

BOARD 


CERTIFICATED  AIR 
CARRIERS 


Lease  Transactions  Disclosure  Standards 


37510 


RULES  AND  REGULATIONS 


Title  14 — Aeronautics  and  Space 
CHAPTER  II— CIVIL  AERONAUTICS  BOARD 

SUBCHAPTER  A— ECONOMIC  REGULATIONS 
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PART  241 — UNIFORM  SYSTEM  OF  AC¬ 
COUNTS  AND  REPORTS  FOR  CERTIFI¬ 
CATED  AIR  CARRIERS 

Disclosure  Standards  for  Lease 
Transactions 

AGENCY:  Civil  Aeronautics  Board. 
ACTION:  Pinal  Rule. 

SUMMARY:  This  amendment  estab¬ 
lishes  disclosure  standards  for  lease 
transactions  which  will  require  air  car¬ 
riers  to  disclose  on  the  face  of  the  bal¬ 
ance  sheet  certain  types  of  leases  and 
the  obligations  to  pay  for  them.  In  addi¬ 
tion,  the  amendment  will  incorporate 
detailed  accounting  and  reporting  stand¬ 
ards  for  these  and  other  types  of  leases, 
including  leases  of  property  and  equip¬ 
ment  to  others.  These  changes  in  the 
Board’s  accounting  and  reporting  re¬ 
quirements  for  certificated  air  carriers 
refiect  recent  developments  in  the  way 
that  the  American  business  community 
accounts  for  lease  transactions.  They  are 
being  made  in  the  interests  of  improv¬ 
ing  finstncial  disclosure  and  in  order  to 
keep  the  Board’s  accounting  and  report¬ 
ing  regulations  abreast  of  changes  in 
generally  accept^  accounting  principles. 

DATES:  Effective:  August  20,  1977. 
Adopted :  July  14, 1977. 

FOR  FURTHER  INFORM A'lTON  CON¬ 
TACT: 

Mr.  Raymond  Kurlander.  Director, 
Bureau  of  Accounts  and  Statistics, 
Civil  Aeronautics  Board,  1825  Con¬ 
necticut  Avenue  NW.,  Washington. 
D.C.  20428.  (202-673-5270). 

SUPPLEMENTARY  INFORMATION ; 
In  EDR-318,  dated  February  4,  1977  (42 
PR  8392,  February  10,  1977)  the  Board 
gave  notice  of  an  intention  to  incorpo¬ 
rate  newly  evolved  standards  of  account¬ 
ing  and  reporting  for  lease  transactions 
into  Part  241  of  the  Economic  Regula¬ 
tions.  ’The  Board  also  expressed  the  ten¬ 
tative  view  that  the  proposed  standards 
would  put  to  rest  a  long-standing  con¬ 
cern  of  the  Board’s  regarding  the  eco¬ 
nomic  realities  which  were  inherent  in 
certain  types  of  leases;  namely,  that 
certain  types  of  leases  constituted  a 
long-term  drain  on  working  capital  and 
represented  an  inescapable  financial 
burden  as  real  as  any  bank  loan  or  con¬ 
ditional  sales  contract.^ 

’The  standards  which  the  Board  in¬ 
tended  to  incorporate  into  Part  241  were 
promulgated  in  November  1976  by  the  Fi¬ 
nancial  Accounting  Standards  Board 
(FASB),  an  authoritative  professional 
body  which  molds  accounting  and  dis¬ 
closure  standards  for  use  in  the  Ameri¬ 
can  business  community.  Among  other 
things,  the  FASB  established  criteria  for 
determining  the  types  of  leases  which 
should  be  capitalized  by  lessees  and  the 


1  EDIt-266,  April  5, 1974. 


disclosure  requirements  for  both  capital 
leases  and  other  types  of  leases.  It  also 
permitted  business  entitles  to  apply  the 
new  standards  to  all  leases  in  effect  re¬ 
gardless  of  when  they  were  entered  into 
or  to  phase-in  the  new  standards 
through  December  31, 1980;  for  all  leases 
entered  into  after  January  1,  1977,  the 
FASB  standards  would  be  mandatory. 

In  the  rulemaking  notice,  the  Board 
also  made  mention  of  the  fact  that  FASB 
standards  are  usually  incorpiorated  into 
Securities  and  Exchange  Commission 
regulations*  and  that  incorporation  of 
the  FASB  standards  into  CAB  regula¬ 
tions  would  be  consistent  with  the  con¬ 
cept  of  the  CAB/SEC  single  reporting 
system  initiated  in  ER-980,  adopted  De¬ 
cember  23,  1976.  ’That  particular  amend¬ 
ment  implemented  a  single  system  of  re¬ 
ports  which  can  be  submitted  to  both  the 
Board  and  the  SEC  in  satisfaction  of  cer¬ 
tain  of  our  respective  financial  reporting 
requirements.  ^ 

Since  standards  promulgated  by  the 
FASB  have  a  wide  acceptance  in  the 
American  business  community  and,  in 
this  case,  would  allay  the  Board’s  orig¬ 
inal  concerns  with  respect  to  leasing  ac¬ 
tivities  and  be  consistent  with  the  CAB/ 
SEC  single  reporting  system,  the  Board 
issued  EDR-318  in  order  to  elicit  the 
comments  of  interested  parties. 

The  Comments 

Comments  in  response  to  the  rulemak¬ 
ing  notice  were  submitted  by  the  Air 
Transport  Association  of  America  (ATA) 
on  behalf  of  fifteen  certificated  route  air 
carriers  *  and  Trans  World  Airlines,  Inc. 
(TWA*.  Upon  consideration  of  the  com¬ 
ments  received,  the  Board  has  decided  to 
adopt  the  proposed  rule  with  some  mod¬ 
ifications  which  are  discussed  in  the  fol¬ 
lowing  paragraphs. 

The  ATA  supported  the  Board’s  inten¬ 
tion  to  incorporate  the  FASB  standards 
into  Part  241  of  the  Economic  Regula¬ 
tions  and  praised  the  Board’s  efforts  to 
maintain  its  accounting  and  reporting 
regulations  up-to-date  with  generally 
accepted  accounting  principles.  ’TWA, 
while  supporting  the  objectives  of  EDR- 
318,  made  two  specific  suggestions.  One 
concerned  the  mechanism  for  reporting 
rental  expense  which  would  have  been 
recorded  for  leases  which  are  capitalized 
and  the  other  concerned  the  proposed 
account  numbers. 

One  of  the  changes  outlined  in  EDRr- 
318  concerned  a  requirement  for  carriers 


‘  The  Securities  and  Exchange  Commission 
has  already  initiated  an  amendment  of  their 
regulations  on  this  matter.  On  March  2, 1977, 
the  SEC  issued  a  notice  of  proposed  rule- 
making  to  modify  Its  lease  disclosure  require¬ 
ments  to  recognize  most  of  the  principal 
features  of  the  new  FASB  standard  ( SEC  Pile 
S7-680). 

•Aloha  Airlines.  Inc.,  American  Airlines, 
Inc.,  Continental  Air  Lines,  Inc.,  Delta  Air 
Lines,  Inc.,  Eastern  Air  Lines,  Inc.,  The  Fly¬ 
ing  "nger  Line  Inc.,  Frontier  Airlines,  Inc., 
Hughes  Air  Corporation,  d/b/a  Hughes  Air- 
west,  National  Airlines,  Inc.,  Northwest  Air¬ 
lines,  Inc.,  Pan  American  World  Airways,  Inc., 
Texas  International  Airlines,  Inc.,  Trans 
World  Airlines,  Inc.,  United  Air  Lines,  Inc., 
Western  Air  Lines,  Inc. 


to  report  the  amount  of  additional  rent 
expense  which  would  have  been  recorded 
If  leases  had  not  been  capitalized  on  the 
face  of  the  balance  sheet.  TWA  objected 
to  this  requirement  indicating  that  it 
would  necessitate  dual  expense  records 
for  the  same  leases,  the  ones  which  are 
capitalized  would  be  accounted  for  as 
capitalized  leases  and  at  the  same  time 
footnote  disclosure  of  rent  expense  would 
be  required  as  if  they  had  not  been  cap¬ 
italized. 

We  see  no  merit  to  TWA’s  contentions 
on  reporting  of  rental  expense.  ’The  car¬ 
rier  would  have  to  maintain  records  of 
its  rental  expense  for  its  own  purposes 
in  addition  to  its  accounting  records  for 
the  capitalization  of  the  lease.  What  we 
are  requiring  is  the  reporting  of  this  in¬ 
formation  on  both  bases.  The  capitaliza¬ 
tion  of  aircraft  leases  is  not  currently 
recognized  for  ratemaking  purposes.  The 
Board  recognizes  only  the  actual  rental 
expense  unless  extraordinary  circum¬ 
stances  exist.* 

’The  adoption  of  these  rules  do  not 
change  the  ratemaking  standard.  ’The 
separate  showing  of  rental  expense  is  re¬ 
quired  in  order  to  implement  current 
ratemaking  policy.  If  at  some  time  in  the 
future,  the  Board  wants  to  reconsider 
its  policy  concerning  the  treatment  of 
lease  Expense,  it  will  need  both  the  rent¬ 
al  expense  and  the  data  on  capitalized 
leases  in  order  to  gauge  the  effect  of  any 
changes  in  the  ratemaking  standard. 
For  these  reasons,  the  Board  must  have 
the  appropriate  information  regarding 
rental  expense  for  capitalized  leases. 

’The  second  point  raised  by  ’TWA  con¬ 
cerned  the  account  numbers  assigned  to 
leased  property  under  capital  leases. 
TWA  suggested  that  instead  of  having 
property  obtained  under  capital  leases 
recorded  in  one  account,  that  individual 
accounts  should  be  established  for  the 
different  types  of  leased  property.  For 
example,  the  TWA  suggestion  would 
have  individual  capital  lease  accounts  for 
airframes,  engines,  and  so  on  with  at 
least  one  individual  capital  lease  account 
for  each  account  provided  for  owned 
property  and  equipment.  Additionally. 
’TWA  recommended  that  capital  lease 
property  be  separated  in  the  system  of 
accounts  between  operating  and  nonop¬ 
erating  property  and  equipment. 

We  have  examined  ’TWA’s  comment  in 
light  of  the  Board’s  regulatory  needs  and 
the  requirements  of  the  FASB  pro¬ 
nouncement.  As  a  result,  we  have  con¬ 
cluded  that  there  is  no  need  for  an  ex¬ 
pansion  of  accounts  to  the  extent  ’TWA 
has  suggested.  It  would,  in  our  view,  be 
unnecessarily  burdensome  and  we  will 
not  require  it  in  the  final  rule.  In  making 
mention  of  this,  ’TWA  and  other  carriers 
should  note  that  carriers  can  establish 
any  subaccounts  and  maintain  any  in¬ 
ternal  documentation  they  desire  under 


‘See  Section  399.43  of  the  Board’s  Policy 
Statements.  ••»  •  *  where  the  leased  air¬ 
craft  value  •  •  •  In  relation  to  net  book  value 
of  owned  aircraft  operated  by  the  same  air 
carrier  Is  significantly  In  excess  of  the  ratio 
fac  the  aggregate  of  the  domestic  trimkllnea 
and  local  service  carriers  •  •  •  a  retisonable 
profit  element  may  be  added.  *  • 
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the  provisions  of  Subsection  l-3(c)  of 
Part  241. 

While  we  do  not  feel  that  expansion  of 
the  proposed  accounts  is  necessary,  we 
have  noted  that  TWA’s  proposed  separa¬ 
tion  of  operating  and  nonoperating 
property  under  capital  leases  has  merit. 
In  the  final  rule,  two  new  accounts  will 
be  included  for  capital  leases  of  non¬ 
operating  property  and  equipment. 

In  order  to  accommodate  the  new  ac¬ 
counts  in  the  final  rule,  the  account 
numbers  originally  intended  for  property 
leased  to  others  have  been  redesignated. 
The  accounts  for  property  leased  to 
others  will  immediately  follow  the  new 
nonoperating  accounts  and  the  new 
property  and  equipment  accounts  estab¬ 
lished  by  this  rule  will  read  as  follows: 

1695  Leased  property  under  capital  leases. 

1696  Leased  property  under  capital  leases — 

accumulated  amortization. 

1795  Nonoperating  leased  property  under 

capital  leases. 

1796  Nonoperating  leased  property  under 

capital  leases — accumulated  amorti¬ 
zation. 

1797  Property  on  operatdng-type  lease  to 

others  and  property  held  tor  lease. 

1798  Property  on  operating- type  lease  to 

others  and  property  held  for  lease- 

accumulated  depreciation. 

Also  in  connection  with  the  number¬ 
ing  of  accounts.  It  should  be  noted  that, 
in  the  final  rule,  the  objective  account 
number  for  foreign  exchange  gains  or 
losses  has  been  changed  from  objective 
account  76  to  objective  account  61. 
There  are  not  a  sufficient  number  of 
objective  account  numbers  to  accom¬ 
modate  both  foreign  exchange  gains  and 
losses  and  the  amortization  of  leases 
in  close  numerical  proximity  to  de¬ 
preciation  and  other  amortization  ob¬ 
jective  accounts.  Since  the  Board  has 
always  tried  to  maintain  a  logical  se¬ 
quence  in  its  account  numbering  sys¬ 
tems  and  it  would  be  more  appropriate 
to  have  lease  amortization  in  close 
numerical  proximity  to  depreciation  and 
other  amortization  accounts,  the  foreign 
exchange  gains  or  losses  will  be  moved 
to  account  61. 

The  PiNAi-  Rule 

As  stated  earlier,  the  final  rule  will 
require  air  carriers  to  record  in  balance 
sheet  accounts  capital  leases  and  the 
obligations  to  pay  for  them.  In  addition, 
provision  will  be  Included  for  property 
being  leased  to  others  imder  operating- 
type  leases  which  are  not  comparable  to 
financing  or  sales-type  arrangements 
and  those  which  are,  in  essence,  financ¬ 
ing  or  sales-type  arrangements.  Ac¬ 
counts  are  also  provided  for  leveraged 
leases  which  involve  three  parties,  a 
lessee,  a  long-term  creditor,  and  a  les¬ 
sor. 

New  lease  terminology  will  be  defined 
in  Section  03,  “Definitions  for  Purposes 
of  This  System  of  Accounts  and  Re¬ 
ports"  and  specific  accounting  instruc¬ 
tions  will  be  set  forth  in  a  new  Section 
2-20  to  be  entitled  “Accounting  for 
Leases."  The  new  section  will  be  broken 
down  into  two  parts,  oiie  for  lessees  and 
another  for  lessors.  The  new  section  in¬ 
corporates  the  essential  elements  of  the 
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new  standards  promulgated  by  the 
FASB  in  Statement  of  Financial  Ac¬ 
counting  Standards  No.  13,  “Accounting 
for  Leases"  (FASB-13). 

Carriers  will  note  that,  in  connection 
with  leases  of  property  and  equipment 
to  others.  Section  2-20  provides  for  ex¬ 
penses  incurred  in  connection  with  leas¬ 
ing  operations  to  be  matched  with  reve¬ 
nues  received  from  such  operations  in 
nonoperating  expense  accounts.  The 
purpose  of  this  instruction  is  to  insure 
the  continued  segregation  of  revenues 
and  expenses  related  to  “large-scale” 
leasing  operations  in  the  nonoperating 
category.  The  term  “large-scale"  refers 
to  operations  which  have  grown  beyond 
the  scope  of  what  would  normally  be 
considered  a  transport-related  opera¬ 
tion  and  which  necessitated  separate 
record  keeping  systems  under  Section 
1-6  of  Part  241.  Since  investments  in 
leasing  operations  are  no  longer  rele¬ 
gated  to  Account  1520,  “Investments  in 
Nontransport  Divisions”  under  this 
amendment,  a  separate  record  keeping 
system  is  no  longer  required.  However, 
carriers  should  keep  in  mind  that  proper 
segregations  between  operating  and 
nonoperating  revenues  and  expenses 
must  be  maintained.* 

Carriers  will  be  required  to  disclose 
quarterly  on  Schedule  P-2,  “Notes  to 
CAB  Form  41  Report,"  the  additional 
amoimt  of  rent  expense,  broken  out  by 
function,  which  would  have  been  re¬ 
corded  if  capitalized  leases  had  not  been 
capitalized.  These  will  be  shown  as  fol¬ 
lows: 

Rental 


expense 

Function:  .  amount 


5100. 

5300. 

5500. 

6100. 

6200. 

6300. 

6400. 

6500. 

6600. 

6700. 

6800. 

6000. 


xxxx 

xxxx 

xxxx 

xxxx 

xxxx 

xxxx 

xxxx 

xxxx 

xxxx 

xxxx 

xxxx 

xxxx 


Total 


In  addition,  for  any  leases  which  meet 
the  criteria  for  capitalization  but  have 
not  been  capitalize,  the  following  in¬ 
formation  will  be  required  each  calendar 
quarter:  (1)  The  additional  amounts  of 
^e  asset  and  the  liability  that  would 
have  been  included  in  the  balance  sheet 
had  the  uncapltallzed  leases  been  capi¬ 
talized  and  (2)  the  effect  on  operating 
and  nonoperating  income  brought  about 
by  amortization  and  Interest  and 
changes  in  rent  expense,  that  would  have 
resulted  if  the  uncapitalized  leases  had 
been  capitalized. 

In  order  to  comply  with  the  FASB  re¬ 
quirements.  the  following  information 
will  be  required  annually  as  of  the  close 
of  each  calendar  year  for  capitalized 


■Account  8186,  “Income  from  nontrans¬ 
port  ventures,"  may  still  be  used  to  record 
revenues  and  expenses  related  to  leasing  op¬ 
erations  of  the  magnitude  described  In  Sec¬ 
tion  1-6. 


leases:  (1)  Future  minimum  lease  pay¬ 
ments  as  of  the  date  of  the  balance  sheet 
presented.  In  the  aggregate  and  for  each 
of  the  five  succeeding  years,  with  sepa¬ 
rate  deductions  frcnn  the  total  for  the 
amount  representing  executory  costs,  in¬ 
cluding  any  profit  thereon,  included  in 
the  minimum  lease  payments  and  for  the 
amount  of  the  imputed  interest  neces¬ 
sary  to  reduce  the  net  minimum  lease 
payments  to  present  value;  (2)  the  total 
of  minimum  sublease  rentals  to  be  re¬ 
ceived  in  the  future  under  noncancelable 
subleases  as  of  the  date  of  the  balance 
sheet  presented:  and  (3)  total  contingent 
rentals  actually  incurred  for  the  calendar 
year. 

Also,  in  order  to  be  consistent  with 
FASB  requirements,  the  following  infor¬ 
mation  will  be  disclosed  annually  as  of 
the  close  of  the  calendar  year  for  oper¬ 
ating  leases:  (1)  Future  minimum  rental 
payments  required  as  of  the  date  of  the 
balance  sheet  presented,  in  the  aggregate 
and  for  each  of  the  five  succeeding  years; 
(2)  the  total  of  minimum  rentals  to  be 
received  in  the  future  under  noncancel¬ 
able  subleases  as  of  the  date  of  the  bal¬ 
ance  sheet  presented;  (3)  the  rental  ex¬ 
pense  for  the  calendar  year  with  separate 
amoimts  for  minimum  rentals,  contin¬ 
gent  rentals,  an^  sublease  rentals,  but 
rental  payments  under  leases  with  terms 
of  a  month  or  less  that  were  not  renewed 
need  not  be  Included;  and  (4)  a  general 
description  of  the  lessee’s  leasing  ar¬ 
rangements  Including,  but  not  limited  to : 
Tie  basis  on  which  contingent  rental 
pasrments  are  determined:  the  existence 
and  terms  of  renewal  or  purchase  options 
and  escalation  clauses;  and  restrictions 
imposed  by  lease  agreements,  such  as 
those  concerning  dividends,  additional 
debt,  and  further  leasing.  The  first  two 
disclosure  requirements  apply  only  to  op¬ 
erating  leases  having  initial  or  remain¬ 
ing  noncancelable  lease  terms  in  excess 
of  one  year  and  the  last  two  requirements 
apply  to  all  operating  leases. 

This  information  to  be  reported  on 
Schedule  P-2,  “Notes  to  CAB  Form  41 
Report,”  may,  however,  be  provided  on 
Schedule  B-2,  “General  Notes  to  Finan¬ 
cial  Statements,”  in  lieu  of  Schedule  P-2 
by  those  carriers  who  file  the  Schedule 
B-2  at  the  close  of  their  fiscal  year  if  it 
coincides  with  the  close  of  the  calendar 
year.  This  will  avoid  any  imnecessary 
duplication. 

In  EDRr-318.  we  also  proposed  to  pro¬ 
vide  for  the  termination  of  Schedule  B- 
14  “Summary  of  Property  obtained  Under 
Long-Term  Leases”;  however,  a  close 
examination  of  the  disclosure  require¬ 
ments  of  PASB-13  and  our  regulatory 
data  needs  has  revealed  the  need  for  the 
retention  of  Schedule  B-14  at  the  present 
time.  The  data  to  be  submitted  on  Sched¬ 
ule  B-14  are  the  lease  data  applicable  to 
capital  leases  which  have  not  been  capi¬ 
talized  due  to  the  carrier’s  elected  option 
for  delaying  the  implementation  of  the 
retroactive  application .  of  the  Board's 
new  disclosure  standards  for  leases.  In 
the  future,  when  all  capital  leases  have 
been  capitalized  and  Schedule  B-14  data 
are  no  longer  necessary,  we  will  eliminate 
the  schedule. 
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Certain  other  schedules  will  also  be 
amended  by  the  following  final  rule — 
either  for  the  purpose  of  including  the 
lease  amortization  expense  account,  the 
interest  account  for  liabilities  related  to 
long-term  leases,  or  as  previously  dis¬ 
cussed.  relocating  the  foreign  exchange 
gain  or  loss  account. 

The  FASB  envisioned  that  the  lease 
disclosure  standards  it  promulgated 
would  be  applicable  to  all  leases  entered 
into  after  January  1,  1977.  With  respect 
to  leases  entered  into  before  January  1, 
1977,  the  FASB  Standards  permitted  sev¬ 
eral  options  with  respect  to  implemen¬ 
tation.  As  indicated  in  EDR-318,  it  is 
the  Board’s  intention  to  follow  this  same 
procedure  for  leases  entered  into  on  or 
before  January  1.  1977.  Carriers  may 
elect  to  (1)  capitalize  all  of  these  leases 
immediately  and  disclose  them  in  quar¬ 
terly  reports  to  the  Board;  or  (2)  car¬ 
riers  may  decide  to  take  advantage  of 
the  4-year  period  allowed  before  capi¬ 
talization  is  mandatory  and  disclose  this 
by  providing  footnote  disclosure  of  these 
leases:  or  (3)  carriers  may  defer  a  deci¬ 
sion  until  the  end  of  their  fiscal  year  to 
allow  time  to  collect  the  necessary  infor¬ 
mation  and  at  that  time  decide  to  cap¬ 
italize  these  leases  or  wait  until  Decem¬ 
ber  31, 1980.  » 

The  detailed  accounting  and  reporting 
instructions  to  be  followed  prior  to  the 
effective  date  of  this  rule  have  already 
been  issued  by  the  Director,  Bureau  of 
Accounts  and  Statistics  in  the  form  of  an 
Accoimting  and  Reporting  Directive 
which  was  issued  February  9,  1977  (A  & 
R  Directive  No  52).  The  amendments  in 
the  final  rule  v/ill  supplant  the  instruc¬ 
tions  contained  in  A  &  R  Directive  No.  52 
with  one  notable  exception  which  re¬ 
lates  to  the  refiling  of  certain  schedules 
by  carriers  who  elect  to  defer  until  the 
close  of  their  fiscal  year,  a  decision  on 
whether  or  not  to  caqiitalize  certain  leases 
entered  into  before  January  1,  1977. 

Carriers  w’ho  elect  to  capitalize  these 
leases  will  be  required  to  refile  Schedules 
B-1,  B-5.  P-l.l,  or  P-1.2.  P-3  and  P-5.1 
or  P-5.2,  for  each  of  the  first  three  quar¬ 
ters  of  the  calendar  year  as  if  the  car¬ 
rier  had  decided  to  apply  the  new  FASB 
standards  to  5dl  leases  regardless  of  their 
inception  date.  Carriers  who  elect  to  wait 
until  December  31, 1980,  will  be  required 
to  refile  Schedule  P-2  for  each  of  the 
three  preceding  calendar  quarters  In 
order  to  provide  the  information  required 
by  paragraph  (m)  of  the  reporting  in¬ 
struction  for  Schedule  P-2  filed  by  route 
air  carriers  anc.  paragraph  (i)  of  the  re¬ 
porting  instructions  for  Schedule  P-2 
for  .supplemental  air  carriers. 

The  sec  Rule 

The  SEC  has  recently  issued  a  pro¬ 
posed  rule  (see  footnote  2)  which  would 
incorporate  the  FASB  standards  into 
that  Commission’s  regulations.  However, 
in  contrast  with  the  FASB  phase-in 
concept,  the  SEC  would  require  the  FASB 
standard  to  be  fully  operational  by  the 
close  of  this  calendar  year  instead  of 
December  31. 1980,  as  the  FASB  had  con¬ 
templated.  The  only  exceptions  would 
occur  in  cases  where  a  registrant  has 


been  unable  to  resolve  problems  in  con¬ 
nection  with  restrictive  clauses  in  loan 
indentures  or  other  agreements  where 
application  of  the  new  standards  would 
place  the  registrant  in  violation  of  such 
Indentures  and  agreements.  In  addition, 
the  SEC  also  proposes  that  when  early 
application  would  result  in  such  viola¬ 
tions,  the  disclosure  of  that  fact  woiUd 
be  required. 

We  wish  to  emphasize  that  Sections 
22(e)  and  32(e)  of  Part  241  of  the  Board’s 
Economic  Regulations  require  CAB  Form 
41  reports  to  be  in  agreement  with  the 
carrier’s  books  of  account.  Therefore,  in 
the  event  that  the  SEC  rule  is  sulopted 
as  proposed,  the  Board  anticipates  that 
the  SEC  rule  will  be  duly  reflected  In 
the  Board’s  rules  by  future  amendment. 
As  a  result,  all  leases  capitalized  on  the 
carriers’  books  of  account  for  SEC  pur¬ 
poses  will  likew'ise  be  capitalized  for 
Part  241  accounting  and  reporting  pur¬ 
poses.  This  is  consistent  with  the  con¬ 
cept  underlying  the  CAB'SEC  single 
reporting  system. 

Effective  Date 

Although  this  amendment  will  be  made 
effective  after  the  normal  30-day  period 
from  publication  in  the  Fedekal  Regis¬ 
ter,  this  effective  date  should  not  be 
viewed  as  prohibiting  earlier  implemen¬ 
tation  of  the  following  accounting  and 
reporting  requirements.  On  the  contrary, 
the  Board  wishes  to  encourage  Imple¬ 
mentation  of  the  new  requirements.  In¬ 
cluding  retroactive  application  to  leases 
entered  into  before  January'  1,  1977,  as 
soon  as  possible. 

In  consideration  of  the  foregoing,  the 
Civil  Aeronautics  Board  hereby  amends 
Part  241  of  its  Economic  Regulations  ef¬ 
fective  as  follows: 

1.  Amend  the  Table  of  Contents  of  the 
Uniform  System  of  Accounts  and  Re- 
pcx-ts  by  adding  a  new  secticm  2-20  to 
read  in  pertinent  part  as  follows: 

Sec. 

•  •  •  •  • 

2-19  Accounting  for  pension  plans. 

2-20  Accounting  for  leases. 

Balance  Sheet  Classifications 

*  •  •  •  • 

Section  03 — [Amended] 

2.  Amend  Section  03 — ^Definitions  for 
Purposes  of  This  Sirstem  of  Accounts  and 
Reports  as  follows: 

A.  By  adding  a  new  definition  immedi¬ 
ately  following  “Equivalent  unit”  to  read 
as  follows: 

•  •  •  •  • 

Estimated  economic  life  of  leased 
property — The  estimated  remaining  pe¬ 
riod  during  which  the  property  is  ex¬ 
pected  to  be  economically  usable  by  one 
or  more  users,  with  normal  repairs  and 
maintenance,  for  the  purpose  for  which 
it  was  intended  at  the  Incepticm  of  the 
lease,  without  limitation  by  the  lease 
term. 

•  •  •  •  • 

B.  By  adding  a  new  definition  immedi¬ 
ately  following  “Interchange  agreement” 
to  read  as  follows : 

•  •  •  •  • 


Interest  rate  implicit  in  the  lease — ’Tlie 
discount  rate  that,  when  applied  to  (1) 
the  minimum  lease  payments,  excluding 
that  portion  of  the  payments  represent¬ 
ing  executory  costs  to  be  paid  by  the  les¬ 
sor,  together  with  any  profit  thereon,  and 
(2)  the  unguaranteed  residual  value  ac¬ 
cruing  to  the  benefit  of  the  lessoi,  causes 
the  aggregate  present  value  at  the  be¬ 
ginning  of  the  lease  term  to  be  equal  to 
the  fair  value  of  the  leased  property  to 
the  lessor  at  the  inception  of  the  lease, 
mtous  any  investment  tax  credit  retained 
by  the  lessor  and  expected  to  be  realized 
by  him. 

•  •  •  •  • 

C.  By  adding  six  new  definitions  im¬ 
mediately  following  “Liability,  contin¬ 
gent”  to  read  as  follows; 

•  •  •  •  • 

Lease,  capital — A  lease  which  meets 
Mie  or  more  of  the  following  criteria: 
(1)  The  lease  transfers  ownership  of  the 
property  to  the  lessee  by  the  end  of  the 
lease  term;  (2)  the  lease  contains  a  bar¬ 
gain  purchase  option;  (3)  the  lease  term  I 
is  equal  to  75  percent  or  more  of  the  esti- 
mated  ecMiomic  life  of  the  leased  prop¬ 
erty:  or  (4)  the  present  value  at  the  be¬ 
ginning  of  the  lease  term  of  the  mini¬ 
mum  lease  payments,  excluding  that 
portion  of  the  payments  representing  ex¬ 
ecutory  costs  such  as  insurance,  mainte¬ 
nance  and  taxes  to  be  paid  by  the  lessor, 
including  any  profit  thereon,  equals  or 
exceeds  90  percent  of  the  excess  of  the 
fair  value  of  the  leased  property  to  the 
lessor  at  the  inception  of  the  lease  over 
any  related  investment  tax  credit  re¬ 
tained  by  the  lessor  and  expected  to  be 
realized  by  him. 

Lease,  direct  financing — Leases  other 
than  leveraged  leases  that  do  not  give 
rise  to  manufacturer’s  or  dealer’s  profit 
(or  loss)  to  the  lessor  but  that  meet  one 
or  more*  of  the  criteria  for  a  capital  lease 
and  also  if  the  collectibility  of  the  mini¬ 
mum  lease  payments  is  reasonably  pre¬ 
dictable  and  there  are  no  important  un¬ 
certainties  surrounding  the  amoimt  of 
unreimbursable  costs  yet  to  be  incurred 
by  the  lessor  under  the  lease. 

Lease,  leveraged — A  lease  which  em¬ 
bodies  all  of  the  following  characteris¬ 
tics:  (1)  Except  for  the  exclusion  of  le¬ 
veraged  leases  from  the  definition  of  a 
direct  financing  lease,  otherwise  meets 
that  definition;  (2)  the  lease  Involves  at 
least  three  parties:  A  lessee,  a  long-term 
creditor,  and  a  lessor;  (3)  the  financing 
provided  by  the  long-term  creditor  is 
nonrecourse  as  to  the  general  credit  of 
the  lessor  and  the  amount  of  the  financ¬ 
ing  is  suflacient  to  provide  the  lessor  with 
substantial  “leverage”  in  the  transaction. 

Lease,  operating — ^All  leases  other  than 
capital  leases,  sales-type  leases,  direct 
financing  leases,  and  leveraged  leases. 

Lease,  sales-type — Leases  that  give 
rise  to  manufacturer’s  or  dealer’s  profit 
(or  loss)  to  the  lessor  and  that  meet  one 
or  more  of  the  criteria  applicable  to  capi¬ 
tal  leases  and  the  collectibility  of  the 
minimum  lease  payments  is  reasonably 
predictable  and  there  are  no  important 
uncertainties  surroimdlng  the  amount  of 
unreimbursable  costs  yet  to  be  incurred 
by  the  lessor  under  the  lease. 
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Lessee’s  incremental  borrowing  rate-r- 
The  rate  that,  at  the  inception  of  the 
lease,  the  lessee  would  have  incurred  to 
borrow  over  a  similar  term  the  funds 
necessary  to  purchase  the  leased  asset. 
•  •  •  •  # 

D.  By  adding  a  new  definition  immedi¬ 
ately  following  "Miles,  scheduled  air¬ 
craft"  to  read  as  follows : 

•  •  •  •  • 

Minimum  lease  payments — The  pay¬ 
ments  that  the  lessee  is  obligated  to  make 
or  can  be  required  to  make  in  connection 
with  the  leased  property.  This  includes 

(1)  the  minimum  lease  payments  called 
for  by  the  lease  over  the  lease  term;  (2) 
any  guarantee  by  the  lessee  of  the  re¬ 
sidual  value  at  the  expiration  of  the 
lease  term;  and  (3)  any  payment  that 
the  lessee  must  make  or  can  be  required 
to  make  upon  failure  to  renew  or  extend 
the  lease  at  the  expiration  of  the  lease 
term.  Regarding  the  lessor,  such  pay¬ 
ments  also  include  any  guarantee  of  the 
residual  value  or  of  rental  payments  be¬ 
yond  the  lease  term  by  a  third  party  im- 
related  to  either  the  lessee  or  the  lessor: 
Provided,  The  third  party  is  financially 
capable  of  discharging  the  obligations 
that  may  arise  from  the  guarantee. 

•  •  •  *  * 

3.  Amend  Section  2-3  by  revising 

I  paragraph  (f)  to  read  in  pertinent  part 

as  follows: 

Ser.  2—3  TraiiKartioiis  in  foreign  rnr- 
reneies. 

«  •  •  •  « 

f  (f)  Exchange  gains  and  losses  which 

'  result  from  the  application  of  the  pro¬ 

visions  of  paragraphs  (a),  (b),  (c),  (d) 
and  (e)  of  this  section  shall  be  included 
*  in  determining  net  income  for  the  ac¬ 

counting  period  in  which  the  rate 
i  changes.  Such  gains  or  losses  which  re¬ 

sult  from  normal,  routine,  current  fiuc- 
!  tuations  in  rates  of  foreign  exchange 

shall  be  charged  to  Accounts  6861  or 
6961,  Foreign  Exchange  Gains  and 
Losses.  *  •  • 

***** 

4.  Add  a  new  Section  2-20  to  read  as 
follows: 

Sor.  2—20  Arruunliiig  for  leases. 

(a)  Accounting  by  lessees.  (1)  All 
leases  shall  be  classified  as  either  a  capi¬ 
tal  or  operating  lease. 

(2)  The  lessee  shall  record  a  capital 
lease  as  an  asset  (Account  1695,  Leased 
Property  under  Capital  Leases)  and  an 
obligation  (Account  2080,  Current  Obli¬ 
gations  imder  Capital  Leases,  or  Account 
2280,  Noncurrent  Obligations  under 
Capital  Leases),  at  an  amount  equal  to 
the  present  value  at  the  beginning  of  the 
lease  term  of  minimum  lease  payments 
during  the  lease  term,  excluding  that 
portion  of  the  payments  representing 
executory  costs  such  as  insurance,  main¬ 
tenance,  and  taxes  to  be  paid  by  the 
lessor,  together  with  any  profit  thereon. 
However,  if  the  amount  so  determined 
exceeds  the  fair  value  of  the  leased 
property  at  the  inception  of  the  lease,  the 


amount  recorded  as  the  asset  and  obli¬ 
gation  shall  be  the  fair  value. 

(3)  Except  for  land,  lessees  shall 
amortize,  by  charging  Account  7076, 
Amortization  Expense — Capital  Leases 
and  crediting  Account  1696  Leased  Prop¬ 
erty  under  Capital  Leases — Accumulated 
Amortization,  the  asset  recorded  \mder  a 
capital  lease  as  follows:  (i)  If  the  lease 
either  transfers  ownership  of  the  prop¬ 
erty  to  the  lessee  by  the  end  of  the  lease 
term  or  contains  a  bargain  purchase 
option,  the  asset  shall  be  amortized  in  a 

•  manner  consistent  with  the  lessee’s 
normal  depreciation  policies  for  owned 
assets  or  (ii)  if  the  lease  does  nqt  meet 
either  of  the  preceding  criteria,  the 
asset  shall  be  amortized  in  a  manner 
consistent  with  the  lessee’s  normal  de¬ 
preciation  policy  except  that  the  period 
of  amortization  shall  be  the  lease  term. 

(4)  During  the  capital  lease  term, 
each  minimum  lease  payment  shall  be 
allocated  between  a  reduction  of  the 
obligation  (Account  2080,  Current  Obli¬ 
gations  under  Capital  Leases)  and  inter¬ 
est  expense  (Account  8181.2,  Interest 
Expense — Capital  Leases)  so  as  to  pro¬ 
duce  a  constant  periodic  rate  of  interest 
on  the  remaining  balance  of  the  obliga¬ 
tion. 

(5)  A  termination  of  a  capital  lease 
shall  be  accounted  for  by  removing  the 
asset  and  obligation,  with  gain  or  loss 
recognized  for  the  difference. 

(6)  Rental  on  an  operating  lease  shall 
be  charged  to  expense  over  the  lease  term 
as  it  becomes  payable. 

(b)  Accounting  by  lessors.  (1)  All 
leases  shall  be  classified  as  either  a  sales - 
type  lease,  direct  financing  lease,  or 
operating  lea.se.  For  accounting  and  re¬ 
porting  purposes,  all  expenses  related  to 
the  conduct  of  leasing  operations  should 
be  matched  with  revenues  related  to  such 
operations  in  the  nonoperating  category. 

(2)  Sales-type  leases  shall  be  accounted 
for  by  the  lessor  as  follows: 

(i)  The  minimum  lease  payments  plus 
the  unguaranteed  residual  value  accruing 
to  the  benefit  of  the  lessor  shall 
be  recorded  as  the  gross  investment  in 
the  lease. 

(11)  The  difference  between  the  gross 
investment  in  the  lease  and  the  sum  of 
the  present  values  of  the  two  components 
of  the  gross  investment  shall  be  recorded 
as  unearned  Income.  The  net  investment 
in  the  lease  (Accoimts  1280  and  1580) 
shall  consist  of  the  gross  investment  less 
the  unearned  income.  The  unearned  in¬ 
come  shall  be  amortized  to  Income  over 
the  lease  term  so  as  to  produce  a  con¬ 
stant  periodic  rate  of  return  on  the  net 
investment  in  the  lease.  Contingent 
rentals.  Including  rentals  based  on  var¬ 
iables  such  as  the  prime  interest  rate, 
shall  be  credited  to  income  when  they 
become  receivable. 

(iii)  The  present  value  of  the  minimum 
lease  payments  computed  at  the'lnterest 
rate  implicit  in  the  lease  shall  be 
recorded  as  the  sales  price.  The  cost  or 
carrying  amount,  if  different,  of  the 
leased  property,  plus  any  initial  direct 
costs,  less  the  present  value  of  the  un¬ 
guaranteed  residual  value  accruing  to  the 


benefit  of  the  lessor,  computed  at  the  in¬ 
terest  rate  implicit  in  the  lease,  shall  be 
charged  against  income  in  the  same 
period. 

(Iv)  A  termination  of  the  lease  shall 
be  accoimted  for  by  removing  the  net  in¬ 
vestment  from  the  accounts,  recording 
the  leased  asset  at  the  lower  of  its  orig¬ 
inal  cost,  present  fair  value,  or  present 
carrying  amount,  and  the  net  adjust¬ 
ment  shall  be  charged  to  income  of  the 
period. 

(3)  Direct  financing  leases  shall  be 
accounted  for  by  the  lessor  as  follows: 

(1)  The  minimum  lease  payments  plus 
the  unguaranteed  residual  value  accru¬ 
ing  to  the  benefit  of  the  lessor  shall  be 
recorded  as  the  gross  investment  in  the 
lease. 

(ii)  ’The  difference  between  the  gross 
investment  in  the  lease  and  the  cost  or 
carrying  amount,  if  different,  of  the 
leased  property  shall  be  recorded  as  un¬ 
earned  income.  The  net  investment  in 
the  lease  (Accounts  1280  and  1580)  shall 
consist  of  the  gross  investment  less  the 
unearned  income.  Initial  direct  costs 
shall  be  charged  against  income  as  in¬ 
curred,  and  a  portion  of  the  unearned 
income  equal  to  the  Initial  direct  costs 
shall  be  recognized  as  income  in  the  same 
period.  The  remaining  unearned  income 
shall  be  amortized  to  Income  over  the 
lease  term  so  as  to  produce  a  constant 
periodic  rate  of  return  on  the  net  invest- 
ftient  in  the  lease.  Contingent  rentals,  in¬ 
cluding  rentals  based  on  variables  such 
as  the  prime  interest  rate,  shall  be 
credited  to  income  when  they  become  re¬ 
ceivable. 

(4)  Operating  leases  shall  be  ac¬ 
coimted  for  as  follows:  (i)  The  leased 
property  shall  be  depreciated  following 
the  lessor’s  normal  depreciation  policy; 
ui)  rent  shall  be  reported  as  income  over 
the  lease  term  as  it  becomes  receivable 
according  to  the  provisions  of  the  lease; 
and  (iii)  initial  direct  costs  shall  be  de¬ 
ferred  and  allocated  over  the  lease  term 
in  proportion  to  the  recognition  of  rental 
income. 

(c)  Accounting  for  leased  terminal 
space  and  other  airport  facilities.  Leases 
involving  terminal  space  and  other  air¬ 
port  facilities  which  are  owned  by  a  gov¬ 
ernmental  unit  or  authority  shall  be  clas¬ 
sified  as  operating  leases  when:  (1)  The 
economic  life  of  the  leased  facilities  for 
purposes  of  classifying  the  lease  is  essen¬ 
tially  indeterminate;  (2)  the  concept  of 
fair  value  is  not  applicable  to  the  lease; 
and  (3)  the  lease  does  not  provide  for  a 
transfer  of  ownership  or  a  bargain  pur¬ 
chase  option. 

(d)  Accounting  for  leveraged  leases. 
(1)  From  the  standpoint  of  the  lessee, 
leveraged  leases  shall  be  accounted  for  as 
accounted  for  in  the  same  manner  as 
non-leveraged  leases.  (See  paragraph  (a) 
of  this  section.) 

(2)  Prom  the  standpoint  of  the  lessor, 
leveraged  leases  shall  be  accounted  for  as 
follows: 

(i)  The  lessor  shall  record  the  invest¬ 
ment  in  a  leveraged  lease  net  of  the  non¬ 
recourse  debt.  The  net  of  the  balances  of 
the  following  accounts  shall  represent 
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the  initial  and  continuing  investment  in 
leveraged  leases:  (A)  Rentals  receivable, 
net  of  that  portion  of  the  rental  appli¬ 
cable  to  principal  and  interest  on  the 
non-recourse  debt;  (B)  a  receivable  for 
the  amount  of  the  Investment  tax  credit 
to  be  realized  on  the  transaction:  (C) 
the  estimated  residual  value  of  the  leased 
asset;  (D)  unearned  and  deferred  income 
consisting  of  (f)  the  estimated  pretax 
lease  income  (or  loss),  after  deducting 
initial  direct  costs,  remaining  to  be  allo¬ 
cated  to  income  over  the  lease  term  and 
(2)  the  investment  tax  credit  remaining 
to  be  allocated  to  income  over  the  lease 
term.  The  investment  in  leveraged  leases 
less  deferred  taxes  arising  from  differ¬ 
ences  between  pretax  accounting  income 
and  taxable  income  shall  represent  the 
lessor’s  net  investment  in  leveraged 
leases. 

(ii)  Given  the  original  investment  and 
using  the  projected  cash  receipts  and 
disbursements  over  the  term  of  the  lease, 
the  rate  of  return  on  the  net  investment 
in  the  years  in  which  it  is  positive  shall 
be  computed.  The  rate  is  that  rate  which 
when  applied  to  the  net  investment  in  the 
years  in  which  the  net  investment  is  posi¬ 
tive  will  distribute  the  net  income  to 
those  years  and  is  distinct  from  the 
Interest  rate  implicit  in  the  lease.  In  each 
year,  whether  positive  or  not,  the  differ¬ 
ence  between  the  net  cash  flow  and  the 
amount  of  the  income  recognized,  if  any, 
shall  serve  to  increase  or  reduce  the  net 
investment  balance.  The  net  income  rec¬ 
ognized  shall  be  composed  of  three  ele¬ 
ments:  Two  of  which,  pretax  lease  in¬ 
come  (or  loss)  and  investment  tax  credit, 
shall  be  allocated  in  proportionate 
amounts  from  the  imearned  and  deferred 
income  •  included  in  the  net  invest¬ 
ment;  the  third  element  is  the  tax  effect 
of  the  pretax  lease  income  (or  loss)  rec¬ 
ognized.  which  shall  be  reflected  in  tax 
expense  for  the  year.  The  tax  effect  of 
the  difference  between  pretax  account¬ 
ing  incwne  (or  loss)  and  taxable  income 
(or  loss)  for  the  year  shall  be  charged 
or  credited  to  deferred  taxes. 

(hi)  If  the  projected  net  cash  receipts 
over  the  term  of  the  lease  are  less  than 
the  lessor’s  initial  investment,  the  defici¬ 
ency  shall  be  recognized  as  a  loss  at  the 
inception  of  the  lease.  Likewise,  if  at  any 
time  during  the  lease  term  the  applica¬ 
tion  of  the  method  prescribed  in  subdivi¬ 
sions  (i)  and  (ii)  of  this  subparagraph 
would  result  in  a  loss  being  allocated  to 
future  years,  that  loss  shall  be  recognized 
immediately. 

<iv)  Any  estimated  residual  value  and 
all  other  important  assumptions  affect¬ 
ing  estimated  total  net  income  from  the 
lease  shall  be  reviewed  at  least  annually. 
If  during  the  lease  term  the  estimate  of 
the  residual  value  is  determined  to  be  ex¬ 
cessive  and  the  decline  in  the  residual 
value  is  judged  to  be  other  than  tempo¬ 
rary  or  if  the  revision  of  another  impor¬ 
tant  assumption  changes  the  estimated 
total  net  income  from  the  lease,  the  rate 
of  return  and  the  allocation  of  income  to 
positive  investment  years  shall  be  re¬ 
calculated  from  the  inception  of  the  lease. 
The  accounts  constituting  the  net  invest¬ 


ment  balance  shall  be  adjusted  to  con¬ 
form  to  the  recalculated  balances,  and 
the  change  in  the  net  investment  shall 
be  recognized  as  a  gain  or  loss  in  the  year 
in  which  the  assumption  is  changed.  An 
upward  adjustment  of  the  estimated  re¬ 
sidual  value  shall  not  be  made. 

(V)  For  accounting  and  reporting,  all 
expenses  related  to  the  conduct  of  leas¬ 
ing  operations  should  be  matched  with 
revenues  related  to  such  operations  in  the 
nonoperating  categorj'. 

Sec.  3  f  Ann-inled] 

5.  Amend  Section  3 — ^Chart  of  Balance 
Sheet  Accounts  by  revising  the  account 
number  of  Account  2340  and  by  adding 
new  Accounts  1280, 1570,  1580,  1695, 1696. 
1795.  1796,  1797,  1798,  2080,  2280  and 
2340.2  to  read  in  pertinent  part  as  fol¬ 
lows: 


Name  of  aocnuiit 

Ooneral  (Tasslfieation 

Cum  iil  a.'ivls: 

•  9  • 

• 

• 

Arconiits  ropf'ivalilr. . 

1270 

Not  invosfniont  in  diroot 
tinaiiring  and  salos-typo 
loa-so.s,  ciiiTent _ 

1280 

Allowanoo  for  uncollocfililo 
aeoounls _ _ _ 

1200 

a  •  • 

• 

• 

PlKX'ial  fiiniLi . . . 

i.nso 

Invostniont  in  lovoragod 
lojl<lPS. . . . . 

1570 

Not  invo5tniont  In  direct 
finaiiritig  and  salrs-typo 
loa.«os,  nonourronf _ 

pton 

Proiiortv  and  o(|uipniont _ 

1«XX>-1700 

Ojs'raling 

Non- 

operating 

Airfraiiii-s _ _  _ 

1601 

1701 

•  •  • 

• 

• 

Const  rui't  ion  work  in  ih'uc- 

rr.^s . .  . 

iftsy 

1789 

Loa.sed  proiM>rly  under  cajii- 
tal  l(>a.s<-s _ _ 

||>|6 

17u5 

la-ased  proijorty  under  capi¬ 
tal  l(«so8,  accuiuulatod 
amortization _ _ 

16:  <6 

17116 

I’rojKTly  on  operating-type 
loa.so  to  ot  tiers  and  property 

1797 

Property  on  operating-ty|>e 
lease  to  others  and  prowrty 
lield  for  lease,  ace  iiruulated 
deproeialion _  _ 

17;« 

Oeucral  clussiflcation 


Other  asv'iits; 


Accounts  payaltlc,  other _  2026 

Current  obli^tions  under 

capital  leases _  •  2060 

Accrued  salaries,  wages _  2110 


Stock  purcha.<«  plan  lia- 

biUty . . 2260 

Noueurrent  obligations 

under  capital  leases _  2280 

Other  noncurrent  liabilitiee.  22U0 


Deferred  credits: 

Deferred  income  taxes _  2310. 1 

Deferred  taxes  arising  from 

levelled  leases _ _  2340. 1 

Deferred  investment  tax 
cr^its _  2848 


6.  Amend  Section  5-3  by  revising  para¬ 
graph  (c)  to  read  as  follows: 

Ser«  5—3  Property  and  ecpiipnient, 

•  .  •  •  •  * 


(c)  Property  obtained  under  capital 
leases  shall  be  recorded  in  Accounts  1695 
and  1795  for  operating  and  nonoperating 
property,  respectively,  while  property  on 
an  operating-type  lease  to  others  and 
property  held  for  lease  shall  be  recorded 
in  Account  1797. 

•  •  •  •  • 

Section  6— [Amended] 

7.  Amend  Section  6— Objective  Clas.'^i- 
fleation  of  Balance  Sheet  Elements  as 
follows: 

A.  By  adding  a  new  Account  1280  im¬ 
mediately  following  Account  1270 — Ac¬ 
counts  Receivable  to  read  as  follows: 

1280  IVot  InvrHtnirnl  in  Dirort  Finniu-iiig 
and  Salvji-Typ**  l,ra>(‘s— fliirrc'nt.  • 

(a)  Record  here  the  net  Investment  in 
direct  financing  and  salestype  leases 
which  is  reasonably  expected  to  be 
amortized  within  one  year. 

(b)  Three  subaccounts  shall  be  main¬ 
tained  for:  (1)  The  minimum  lease  pay¬ 
ments  receivable  (debit) ;  (2)  the  un¬ 
guaranteed  residual  value  accruing  to  the 
benefit  of  the  lessor  (debit* ;  and  (3)  un¬ 
earned  income  (credit). 

B.  By  adding  new  Accounts  1570  and 
1580  immediately  following  Account 
1550 — Special  Funds  to  read  as  follows: 

1370  Invr><lni('nl  in  lovvrapod  Icahcs. 

(a)  Record  here  the  lessor’s  total  in¬ 
vestment  in  leveraged  leases. 

(b)  Four  subaccounts  shall  be  main¬ 
tained  for:  (1)  Rentals  receivable,  net 
of  that  portion  of  the  rental  applicable 
to  principal  and  interest  on  the  non¬ 
recourse  debt:  (2)  a  receivable  for  the 
amount  of  the  Investment  jtax  credit  to 
be  realized  on  the  transaction:  (3)  the 
estimated  residual  value  of  the  leased 
asset:  and  (4)  unearned  and  deferred 
income  consisting  of  the  estimated  pre¬ 
tax  lease  income  (or  loss),  after  deduct¬ 
ing  initial  direct  costs,  remaining  to  be 
allocated  to  income  over  the  lease  term 
and  the  investment  tax  credit  remaining 
to  be  allocated  to  income  over  the  lease 
term. 

1.380  Mrl  invr^lnu-iil  in  clir(‘<'l  fiitHiiring 
ami  sal«‘s-lype  lcaw«->— innu-urroiil. 

(a)  Record  here  the  net  investment 
in  direct  financing  and  sales-type  lea.ses 
which  is  not  reasonably  expected  to  be 
amortized  within  one  year. 

(b)  Three  subaccounts  shall  be  main¬ 
tained  for:  (1)  The  minimum  lease  pay¬ 
ments  receivable  (debit) ;  (2)  the  un¬ 
guaranteed  re.sidual  value  accruing  to  the 
benefit  of  the  lessor  (debit) ;  and  (3)  un¬ 
earned  income  (credit). 

C.  By  adding  new  Accounts  1695  and 
1696  immediately  following  Account 
1689 — Construction  Work  in  Progress  to 
read  as  follows: 

1695  Leased  properly  iimler  eapitul 
leases. 

Record  here  the  total  cost  to  the  air 
carrier  for  all  property  obtained  under 
capital  leases  as  provided  In  Section 
2-20 (a). 
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1696  I.raiiod  property  under  eapilul 
leaiiea  aecumuiated  amortization. 

Record  here  accruals  for  amortization 
of  leased  property  obtained  under  capi¬ 
tal  leases  as  provided  in  Section  2-20(a). 

D.  By  revising  Account  1700 — Nonop¬ 
erating  Property  and  Equipment  to  read 
as  follows: 

1700  Nonoperating  property  and  (*qiiSp> 
inenll 

The  total  cost  to  the  air  carrier  of 
nonoperating  property  and  equipment 
and  related  allowances  for  depreciation 
shall  be  recorded  in  balance  sheet  ac¬ 
counts  1701  through  1796  which,  as  set 
forth  in  Section  3.  Chart  of  Balance 
Sheet  Accounts,  parallel  balance  sheet 
accounts  1601  through  1696,  for  record¬ 
ing  the  cost  of  operating  property  and 
equipment.  In  addition  to  these  accounts, 
Account  1797  has  been  established  for 
recording  the  cost  of  property  on  oper¬ 
ating-type  leases  to  others  and  property 
held  for  lease;  any  accumulated  depreci¬ 
ation  applicable  to  the  assets  contained 
in  Account  1797  shall  be  recorded  in 
Account  1798. 

E.  By  adding  new  Accounts  1797  and 
1798  immediately  following  Account 
1700 — Nonoperating  Property  and  Equip¬ 
ment  to  read  as  follows: 

1 797  Prop«‘rly  on  oprraliiig-lypc  lease 
to  other*  and  property  held  for  lease. 

Record  here  the  total  cost  to  the  air 
carrier  of  property  on  operating-type 
lease  to  others  and  property  held  for 
lease  as  provided  in  Section  2-20. 

1 798  Property  on  operating-type  lease  to 
Olliers  and  property  held  for  lea«e— 
aeeiiniiilated  depreriation. 

Record  here  accruals  for  depreciation 
of  property  on  operating -type  leases  to 
others  and  property  held  for  lease  as  pro¬ 
vided  in  Section  2-20. 

F.  By  adding  a  new  Account  2080  im¬ 
mediately  following  Account  2025 — Ac¬ 
counts  Payable — Other  to  read  as  fol¬ 
lows: 

2080  Current  ohligatiuns  under  capital 
leasi's. 

Record  here  the  total  current  liability 
applicable  to  property  obtained  under 
capital  leases  as  provided  in  Section 

O.  By  adding  a  new  Account  2280  Im¬ 
mediately  after  Account  2260 — Stock 
Purchase  Plan  Liability  to  read  as  fol¬ 
lows: 

2280  Nniiciirrent  ohiigaliuns  under  cap¬ 
ital  lenses. 

Record  here  the  total  noncurrent  li¬ 
ability  applicable  to  property  obtained 
under  capital  leeises  as  provided  In  Sec¬ 
tion  2-20(a). 

H.  By  changing  the  accotmt  number  of 
Account  2340  to  read  as  follows: 

2.3 1 0. 7  Deferred  ineome  taxes. 


I.  By  adding  a  new  Account  2340.2  to 
read  as  follows: 

2310.2  Deferred  taxes  arising  from  lev¬ 
eraged  leases. 

Record  here  the  total  deferred  taxes 
arising  from  differences  between  pretax 
accoimting  income  and  taxable  income 


Section  10 — [Amended] 

9.  Amend  Section  10 — Functional 
Classiflcatlwi — Operating  Expenses  of 
Group  I  Air  Carriers  by  revising  func¬ 
tional  classification  7000  to  read  as  fol¬ 
lows  : 

7000  Dcpri'ciatioii  and  amortization. 

TliLs  function  shall  Include  all  charges 
to  expense  to  record  losses  suffered 
through  current  exhaustion  of  the  serv¬ 
iceability  of  property  and  equipment  due 
to  wear  and  tear  from  use  and  the  action 
of  time  and  the  elements,  which  are  not 
replaced  by  current  repairs  as  well  as 
losses  in  serviceability  occasioned  by  ob¬ 
solescence,  superse.sslon,  discoveries, 
change  in  popular  demand  or  action  by 
public  authority.  It  shall  also  include 
charges  for  the  amortization  of  capi¬ 
talized  developmental  and  preoperating 
costs,  leased  property  under  capital 
leases,  and  other  intangible  assets  ap¬ 
plicable  to  the  performance  of  air  trans¬ 
portation.  (See  Sections  2-20  and  5-5, 
and  6-1696, 1830  and  1880.) 

Section  11 — [Amended] 

10.  Amend  Section  11 — ^Functional 
Classification — Operating  Expenses  of 
Group  II  and  Group  in  Air  Carriers  by 
revising  fxmctional  classification  7000  to 
read  as  follows: 

7000  DcprcH'iuliuii  ami  uiuurlizaliuii. 

This  function  shall  include  all  charges 
to  expense  to  record  losses  suffered 
through  current  exhaustion  of  the  serv¬ 
iceability  of  property  and  equipment  due 
to  wear  and  tear  from  use  and  the  action 
of  time  and  the  elements,  which  are  not 
replaced  by  current  repairs  as  well  as 
losses  in  serviceability  occasioned  by  ob- 


due  to  the  lessor’s  Investanent  In  lever¬ 
aged  leases. 

Section  7  [Amended] 

8.  Amend  Section  7 — Chart  of  Profit 
and  Loss  Accounts  to  read  In  pertinent 
part  as  follows: 


solescence,  supersession,  discoveries, 
change  In  popular  demand  or  action  by 
public  authority.  It  shall  also  include 
charges  for  the  amortization  or  capi¬ 
talized  developmental  and  preoperating 
costs,  leased  property  under  capital 
leases,  and  other  intangible  assets  ap¬ 
plicable  to  the  performance  of  air  trans¬ 
portation.  (See  Sections  2-20  and  5-5, 
and  6-1696, 1830  and  1880.) 

Section  12 — [Amended] 

11.  Amend  Section  12 — Objective 
Classification — Operating  Revenues  and 
Expenses  as  follows : 

^  A.  By  adding  a  new  Account  61  to  read 
as  follows: 

61  Fitroign  e\cliaiige  gain*  and  lo.-sc*. 

Record  here  gains  or  losses  from  trans¬ 
actions  involving  currency  translations 
resulting  from  normal,  routine,  current 
fluctuations  in  rates  of  foreign  exchange 
in  accordance  with  provisions  of  Section 
2-3.  Gains  or  losses  of  a  nonroutine  ab¬ 
normal  character  and  gains  or  losses 
which  arise  from  long-term  debt  princi¬ 
pal  and  interest  transactions  shall  not  be 
entered  in  this  account  but  in  a  profit 
and  loss  Accoimt  85,  Foreign  Exchange 
Gains  and  Losses. 

B.  By  changing  the  title  and  text  of 
Account  76 — Foreign  Exchange  Gains 
and  Losses  to  read  as  follows: 

76  .Amorlization  expense— capital  leases. 

Record  here  amortization  charges  ap¬ 
plicable  to  assets  recorded  imder  capi^ 
leases  in  Accoimt  1695 — Leased  Property 
under  Capital  Leases. 

12.  Amend  Section  14 — Objective 
Classification — Ncxic^erating  Income 
and  Expense  as  follows: 


Oliji'Ctivc  clu.'iailicalioii  of  {iront  and  loiv  oU-menU 


Functional  or  finanriul  activity  to  which  apulicatde 
(00) 


Oroup  I 
earrtan 


Oroup  II 
carriers 


Oroup  III 
oarriors 


Openitini!  revenues  and  expenses;  Transport  revemMS: 


flO  Advertisinir.. 


61  Foreiirn  exehaiiRe  xains  and  losses. 

62  Other  proiiiotioiial  and  publicity 


rxpenaea. 


7.1. 9  Oenernl  frroiind  property 

76  Aniortlratiun  expense,  capital ' 

77  I'neleared  ex()onse  cn-dlt.*. . . . 

•  • 

Nonoperatinit  income  and  expense: 

SO  Interest  income . . . . . 

81  Interest  on  loiiK-terui  debt  and  oa|)itaI  leases: 

81.  /  Interest  expense,  lonx-term  debt....... 

81.  #  Intere,st  expense,  capital  lea.s<« . 

82  Otlier  interest  . 


• 

• 

m 

67 

66 

m 

68 

m 

to 

67 

tw 

• 

• 

70 

70 

76 

70 

70 

70 

• 

• 

81 

81 

81 

HI 

81 

81 

81 

81 

81 

81 

81 

81 
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A.  By  changing  the  title  and  text  of 
Account  81 — Interest  on  Long-Term 
Debt  and  adding  new  subaccounts  81.1 
and  81.2  to  read  as  follows: 

81  Interest  on  long-term  debt  and  cap¬ 
ital  leases. 

(a)  Record  here  interest  expense  ap¬ 
plicable  to  long-term  debt  and  capi¬ 
talized  leases. 

(b)  This  account  shall  be  subdivided 
as  follows  by  all  air  carrier  groups: 

81.1  Interest  expense— long-term  debt. 

Record  here  interest  on  all  classes  of 
long-term  debt.  This  includes  interest 
expense  applicable  to  all  portions  of 
long-term  debt  which  are  classified  as 
either  current  (Account  2000)  or  long¬ 
term  (Account  2210)  for  balance  sheet 
classification  purposes. 

81.2  Interest  expense— capital  leases. 

Record  here,  for  all  capitalized  leases, 
that  portion  of  each  lease  payment 
which  represents  Interest  expense. 

B.  By  revising  the  text  of  Account  82  to 
read  as  follows: 

82  Otlier  interest  expense. 

Record  here  interest  on  all  classes  of 
short-term  debt. 

C.  By  revising  the  text  of  Account  89.9 
to  read  as  follows: 

89.9  Other  miscellaneous  nonoperating 
debits. 

Record  here  all  debits  of  a  nonoperat¬ 
ing  character  not  provided  for  otherwise, 
such  as  fines  or  penalties  imposed  by 
governmental  authorities;  amortization 
expense  attributable  to  capital  leases  re¬ 
corded  in  balance  sheet  Account  1795 — 
Leased  Property  under  Capital  Leases; 
costs  related  to  property  hdd  for  future 
use;  donations  for  charitable,  social  or 
community  w’elfare  puiposes;  •  •  * 

Section  23 — [Amended] 

13.  Amend  Section  23 — Certification 
and  Balance  Sheet  EHements  as  follows: 

A.  By  adding  a  new  i>aragraph  (1)  to 
the  reporting  instructions  for  Schedule 
B-5  to  read  as  follows: 

Schedule  B-5 — Property  and  Equipment 
0  0  0  0  0  * 

(i)  For  property  obtained  under  capi¬ 
tal  leases,  all  columns  shall  be  completed 
with  the  exception  of  coliunn  8 — Regu¬ 
latory  Components  of  the  Allowance  for 
Depreciation,  and  column  12  —  Flight 
Equipment  Airworthiness  Allowance. 

B.  By  revising  paragraphs  (b)  and  (J) 
of  the  reporting  instructions  for  Sched¬ 
ule  B-7  to  read  in  pertinent  part  as  fol¬ 
lows: 

Schedule  B-7 — Airframes  and  Aircraft 
Engines  Acquired 
0  0  0  0  0 

(b)  The  indicated  data  shall  be  re¬ 
ported  for  each  individual  airframe 
identified  by  type,  model,  and  design  of 
cabin  as  to  use  for  passengers  exclu¬ 
sively,  cargo  exclusively,  or  both  passen¬ 
gers  and  cargo  in  (xxnbination.  Data 
pertaining  to  aircraft  mgines  shall  be 
reported  in  aggregate  for  each  type  or 


model:  however,  aircraft  engines  ob¬ 
tained  imder  capitalized  leases  shall  be 
separately  reported  imder  a  caption  en¬ 
titled:  C^plt^  Leases — Aircraft  Engines. 
Airframe  units  leased  from  others  for  a 
period  of  more  than  90  days  shall  be 
classified  and  reported  in  a  separate 
subsection  of  this  schedule,  captiemed  as 
follows:  Capital  Leases  —  Airframe 
Units;  and  Operating  Leases — Airframe 
Units.  In  addition,  a  notation  shall  be 
made  by  license  number  of  airframe 
units  of  the  air  caiTier  returned  after 
lease  to  otliers  for  a  period  of  more  than 
90  days.  Airframe  units  obtained  through 
interchange  lease  arrangements  shall 
not  be  so  reported.  For  property  ob¬ 
tained  under  capital  leases,  all  data  col¬ 
umns  shall  be  completed  with  the  excep¬ 
tion  of  column  15  —  Flight  Equipment 
Airworthiness  Allowance. 

•  0  0  0  ,0 

(j)  Columns  12  and  15  “Allowance  for 
Depreciation  or  Amortization”  and  •  •  • 

C.  By  revising  paragraph  (b)  of  the 
reporting  instructions  for  Schedule  B- 
8  to  read  as  follows : 

Schedule  B-8 — Property  and  Equipment 
Retired 

0  0  0  0  0 

(b)  The  indicated  data  shall  be  re¬ 
ported  for  the  sale  or  retirement  of  each 
airframe,  each  t3q>e  of  aircraft  engine 
(stating  the  number  of  units  retired) 
and,  to  the  extent  retired  along  with 
airframes  and  engines.  In  aggregates  by 
accounts,  for  operating  property  and 
equipment  included  in  Accoimt  1608  and 
nonoperating  property  and  equipment 
included  in  Account  1708.  Disposition  of 
properties  in  Accounts  1608  and  1708  not 
related  to  airframe  and  aircraft  engine 
retirements  shall  be  reported  in  a  sepa¬ 
rate  group  for  each  account.  Ground 
property  and  equipment  disposed  of  shall 
be  reported  in  aggregate  for  all  accounts, 
with  subdivisions  between  operating, 
nonoperating,  capital-leased,  sales-tsiJe 
leased,  and  direct  financing  leased  prop¬ 
erty  and  equipment.  Airframe  units 
leased  from  others  for  a  period  of  more 
than  90  days  shall  be  reported,  upon 
return  to  the  lessor,  in  a  separate  sub¬ 
section  of  this  schedule  and  captioned 
as  follows:  Capital  Leases — Airframe 
Units;  and  Operating  Leases — Airframe 
Units.  In  addition,  a  notation  shall  be 
made  by  license  number  and  name  of 
lessee  of  airframe  luilts  leased  to  others 
for  a  period  of  more  than  90  days;  more¬ 
over,  airframe  units  leased  to  others 
under  sales-type  or  direct  financing 
leases  shall  be  separately  captioned  and 
reix)rted  on  this  schedule.  Airframe  units 
leased  under  interchange  arrangwnents 
shall  not  be  so  reported.  Aircraft  en¬ 
gines  obtained  under  capital  leases  shall 
be  separately  reported  under  a  caption 
entitled:  Capital  Leases — Aircraft  En¬ 
gines.  For  property  obtained  under  capi¬ 
tal  leases,  all  data  columns  shall  be  com¬ 
pleted  with  the  exception  of  column  11 — 
Flight  Equipment  Airworthiness  Allow¬ 
ance.  Additionally,  aircraft  engines 
leased  to  others  under  sales-type  or  di¬ 
rect  financfiig  leases  shall  be  separately 
captioned  and  reported  on  this  schedule. 


D.  By  revising  pexagrraph  (c)  of 
Schedule  B-14  to  read  as  follows: 

Schedule  B-14 — Summary  of  Property 

Obtained  Under  Long-Term  Leases 

0  0  0  0  '  0 

(c)  This  schedule  shall  reflect  data  for 
all  leases  which  meet  the  criteria  es¬ 
tablished  in  Section  2-20  for  capitaliz¬ 
ing  leases,  but,  however,  have  not  been 
capitalized. 

0  0  0  0  0 

E.  By  revising  paragraphs  (d)  aiid 
(e)  of  Schedule  B-43  to  read  as  follows: 

Schedule  B-43 — Inventory  of  Airframes 
and  Aircraft  Engines 

0  0  0  0  0 

(d)  Data  in  tliis  schedule  shall  be 

grouped  and  subtotaled  as  between  data 
pertaining  to  airframes  and  data  per¬ 
taining  to  aircraft  engines.  Data  per¬ 
taining  to  nonoperating  airframes  and 
aircraft  engines  shall  be  reported  in  a 
group  below  the  data  for  operating 

equipment.  Data  pertaining  to  airframes 
and  aircraft  engines  obtained  under  cap¬ 
ital  leases  shall  be  reported  in  a  sepa¬ 
rately  captioned  grouping  below  non¬ 
operating  airframes  and  aircraft  en¬ 
gines  and  subgrouped  therein  accord¬ 
ing  to  operating  and  nonoperating 
equipment. 

(e)  The  data  to  be  reported  shall  in¬ 
clude  owned  and  capitalized  leased  air¬ 
frames  and  aircraft  engines  currently  in 
operation  or  in  conversion.  Data  per¬ 
taining  to  airframes  and  aircraft  en¬ 
gines  obtained  under  capital  leases  shall 
be  captioned  separately  from  owned 
equipment  and  data  for  capital  lea.ses 
shall  be  reported  in  columns  1  tlirough 

7  and  in  column  13;  the  cost  of  improve¬ 
ments  thereto  shall  be  listed  in  columns 

8  through  12, 

0  0  0  0  0 

14.  Amend  Section  24 — Profit  and  Loss 
Elements  by  changing  the  title  and  add¬ 
ing  new  paragraphs  (1),  (m),  (n)  and 
(o)  to  the  reporting  Instructions  for 
Schedule  P-2  to  read  as  follows: 

Schedule  P-2 — Notes  to  CAB  Form  41 
Report 

0  0  0  0  0 

(1)  For  capitalized  leases,  carriers 
shall  report  the  additional  rental  ex¬ 
pense  which  would  have  been  recorded 
if  the  capitalized  leases  had  not  been 
capitalized: 

Amount 

_  xxxx 

_  xxxx 

_  xxxx 

xxxx 
xxxx 

_ xxxx 

xxxx 
xxxx 

_ xxxx 

_ xxxx 

__  xxxx 
xxxx 


Total  _  xxxx 

(m)  For  any  leases  which  meet  the 
criteria  of  a  c^tal  lease  but  have  not 
been  capitalized,  the  following  Informa¬ 
tion  shall  be  presented:  (1)  ITie  addi- 
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tional  amounts  of  the  asset  and  the  lia¬ 
bility  that  would  have  been  Included  In 
the  balance  sheet  had  the  uncapitallzed 
leases  been  capitalized  and  (2)  the  effect 
on  operating  and  nonoperating  income 
brought  about  by  amortization  and  in¬ 
terest,  and  changes  in  rent  expense,  that 
would  have  resulted  if  the  uncapitalized 
leases  had  been  capitalized.  Carriers  who 
elect  to  defer  until  the  close  of  their 
1977  fiscal  year,  a  decision  not  to  capital¬ 
ize  leases  entered  into  before  January  1, 
1977,  shall  report  the  data  required  by 
this  paragraph  quarterly  beginning  no 
later  than  the  report  filed  for  the  quarter 
ended  December  31,  1977,  or  the  close  of 
their  fiscal  year,  whichever  comes  first. 

(n)  For  capitalized  leases  the  follow¬ 
ing  Information  shall  be  disclosed  an¬ 
nually  as  of  the  close  of  the  calendar 
year:  (1)  F\iture  minimum  lease  pay¬ 
ments  as  of  the  date  of  the  balance  sheet 
presented,  in  the  aggregate  and  for  each 
of  the  five  succeeding  years,  with  sepa¬ 
rate  deductions  from  the  total  for  the 
amount  representing  executory  costs,  in¬ 
cluding  any  profit  thereon,  included  in 
the  minimum  lease  payments  and  for 
the  amount  of  the  imputed  interest 
necessary  to  reduce  the  net  minimum 
lease  payments  to  present  value;  (2i  the 
total  of  minimum  sublease  rentals  to  be 
received  in  the  future  under  noncancel- 
able  subleases  as  of  the  date  of  the 
balance  sheet  presented:  and  (3)  total 
contingent  rentals  actually  incurred  for 
the  calendar  year. 

(oi  For  operating  leases  the  follow¬ 
ing  information  shall  be  disclosed  an¬ 
nually  as  of  the  clo.se  of  the  calendar 
year:  d)  Future  minimum  rental  pay¬ 
ments  required  as  of  the  date  of  the 
balance  sheet  pre.sented,  in  the  aggre¬ 
gate  and  for  each  of  the  five  succeed¬ 
ing  years:  <2)  the  total  of  minimum  rent¬ 
als  to  be  received  in  the  future  under 
noncancelable  subleases  as  of  the  date 
of  the  balance  sheet  presented;  (3)  the 
rental  expense  for  the  calendar  year  with 
separate  amounts  for  minimum  rentals, 
contingent  rentals,  and  sublease  rentals. 
Rental  payments  under  leases  with  terms 
of  a  month  or  less  that  were  not  re¬ 
newed  need  not  be  included;  and  (4)  a 
general  description  of  the  lessee’s  leasing 
arrangements  including,  but  not  limited 
to,  the  basis  on  which  contingent  rental 
payments  are  determined:  the  existence 
and  terms  of  renewal  or  purchase  options 
and  escalation  clauses;  and  restrictions 
imposed  by  lease  agreements,  such  as 
those  concerning  dividends,  additional 
debt,  and  further  leasing.  The  first  two 
disclosure  requirements  apply  only  to 
operating  leases  having  initial  or  re¬ 
maining  noncancelable  lease  terms  in  ex¬ 
cess  of  one  year  and  the  last  two  require¬ 
ments  apply  to  all  operating  leases. 

15.  Amend  Section  33 — Certification 
and  Balance  Sheet  Elements  as  follows: 

A.  By  revising  paragraphs  (b)  and 
(1)  of  the  reporting  instructions  for 
Schedule  B-7  to  read  in  pertinent  part 
as  follows: 

Schedule  B-7 — Airframes  and  Aircraft 
Engines  Acquired 

•  •  •  •  • 


(b)  The  indicated  data  shall  be  re-* 
ported  for  each  individual  airframe  iden¬ 
tified  by  type,  model,  and  design  of  ca¬ 
bin  as  to  use  for  passengers  exclusively, 
cargo  exclusively,  or  both  passengers  and 
cargo  in  combination.  Data  pertaining 
to  aircraft  engines  shall  be  reported  in 
aggregate  for  each  type  or  model:  how¬ 
ever,  aircraft  engines  obtained  under 
capitalized  leases  shall  be  separately  re¬ 
ported  under  a  caption  entitled:  Capital 
Leases — Aircraft  Engines.  Airframe  units 
leased  from  others  for  a  period  of  more 
than  90  days  shall  be  clsissified  and  re¬ 
ported  in  a  separate  subsection  of  this 
schedule,  captioned  as  follows:  Capital 
Leases — Airframe  Units;  and  Operating 
Leases — Airframe  Units.  In  addition,  a 
notation  shall  be  made  by  license  num¬ 
ber  of  airframe  units  of  Uie  air  carrier 
returned  after  lease  to  others  for  a  pe¬ 
riod  of  more  than  90  days.  Airframe 
units  obtained  through  interchsmge  lease 
arrangements  shall  not  be  so  reported. 
For  property  obtained  under  capital 
leases,  all  data  columns  shall  be  com¬ 
pleted  with  the  exception  of  column  15 — 
Flight  Equipment  Airworthiness  Allow¬ 
ance. 

•  •  •  •  • 

(1)  Columns  12  and  15  “Allowance  for 
Depreciation  or  Amortization"  and  •  •  • 

B.  By  revising  paragraph  (b)  of  the 
reporting  instructions  for  Schedule  B-8 
to  read  as  follows; 

Schedule  B-8 — Property  and  Equipment 
Retired 

•  •  •  *  • 

(b)  Tlie  indicated  data  shall  be  re¬ 
ported  for  tlie  sale  or  retirement  of  each 
airframe,  each  type  of  aircraft  engine 
(stating  the  number  of  units  retired) 
and.  to  the  extent  retired  along  with 
airframes  and  engines,  in  aggregates  by 
accounts,  for  operating  property  and 
equipment  included  in  Account  1608  and 
nonoperating  property  and  equipment 
included  in  Account  1708.  Disposition 
of  properties  in  Accounts  1608  and  1708 
not  related  to  airframe  and  aircraft  en¬ 
gine  retirements  shall  be  reported  in  a 
separate  group  for  each  account.  Ground 
property  and  equipment  disposed  of  shall 
be  reported  in  aggregate  for  all  accounts, 
with  subdivisions  between  operating, 
nonoperating,  capital-leased,  sales-type 
leased,  and  direct  financing  leased  prop¬ 
erty  and  equipment.  Airframe  imlts 
leased  from  others  for  a  period  of  more 
than  90  days  shall  be  reported,  upon  re¬ 
turn  to  the  lessor,  in  a  separate  subsec¬ 
tion  of  this  schedule  and  captioned  as 
follows:  Capital  Leases — Airframe  Units; 
and  Operating  Leases — Airframe  Units, 
In  addition,  a  notation  shall  be  made  by 
license  number  and  name  of  lessee  of 
airframe  units  leased  to  others  for  a  pe¬ 
riod  of  more  than  90  days;  moreover, 
airframe  units  leased  to  others  under 
sales-type  or  direct  financing  leases  shall 
be  separately  captioned  and  reported  on 
this  schedule.  Airframe  units  leased  un¬ 
der  Interchange  arrangements  shall  not 
be  so  reported.  Aircraft  engines  obtained 
tmder  capital  leases  shall  be  separately 
reported  under  a  caption  entitled:  Capi¬ 
tal  Leases — Aircraft  Engines.  For  prop¬ 
erty  obtained  under  capital  leases,  all 


data  columns  shall  be  completed  with 
the  exception  of  column  11 — Flight 
Equipment  Airworthiness  Allowance.  Ad¬ 
ditionally.  aircraft  engines  leased  to 
others  under  sales-type  or  direct  financ¬ 
ing  leases  shall  be  separately  captioned 
and  reported  cm  this  schedule. 

C.  By  revising  paragraph  (b)  of 
Schedule  B-14  to  read  as  follows: 

Schedule  B-14 — Summary  of  Property 
Obtained  under  Long-Term  Leases 
#  •  •  •  • 

(b)  This  schedule  shall  reflect  data 
for  all  leases  which  meet  the  criteria 
established  in  Section  2-20  for  capital¬ 
izing  leases,  but,  however,  have  not  been 
capitalized. 

•  •  •  •  • 

D.  By  revising  paragraphs  (c)  and 
(d)  of  Schedule  B-43  to  read  as  follows: 


Schedule  B-43 — Inventory  of  Airframes 
and  Aircraft  Engines 
•  •  •  •  • 

(c)  Data  in  this  schedule  shall  be 
grouped  and  subtotaled  as  between  data 
pertaining  to  airframes  and  data  per¬ 
taining  to  aircraft  engines.  Data  per¬ 
taining  to  nonoperating  airframes  and 
aircraft  engines  shall  be  reported  In  a 
group  below  the  data  for  operating 
equipment.  Data  pertaining  to  airframes 
and  aircraft  engines  obtained  under  cap¬ 
ital  leases  shall  be  reported  in  a  sepa¬ 
rately  captioned  grouping  below  non¬ 
operating  airframes  and  aircraft  en¬ 
gines  and  subgrouped  therein  according 
to  operating  and  nonoperating  equip¬ 
ment. 

(d)  The  data  to  be  reported  shall  in¬ 
clude  owned  and  capitalized  leased  air¬ 
frames  and  aircraft  engines  currentlv 
in  operation  or  in  conversion.  Data  per¬ 
taining  to  airframes  and  aircraft  en- 
gine.s  obtained  under  capital  leases  shall 
be  listed  in  columns  1  through  7  and  in 
column  13:  the  cost  of  improvements 
thereto  shall  be  listed  in  columns  8 
through  12. 

•  *  *  •  • 

16.  Amend  Section  34 — Profit  and  Loss 
Elements  by  changing  the  title  and  add¬ 
ing  new  paragraphs  (h),  (1),  (j)  and  (k) 
to  the  reporting  instructions  for  Sched¬ 
ule  P-2  to  read  as  follows: 

Schedule  P-2 — Notes  to  CAB  Form  41 
Report 

•  •  •  *  • 

(h)  For  capitalized  leases  carriers  shall 
report  the  additional  rental  expense 
which  would  have  been  recorded  if  the 
capitalized  leases  had  not  been  capital¬ 
ized: 


Function: 


Amount 


5100 -  xxxx 

6300  -  xxxx 

6600  -  xxxx 

6100  -  xxxx 

6200  -  xxxx 

6300  -  xxxx 

6400  -  xxxx 

6500  - xxxx 

6600  -  xxxx 

6700  -  xxxx 

6800  -  xxxx 

6900  -  xxxx 


Total 


xxxx 
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(i)  For  any  leases  which  meet  the  cri¬ 
teria  of  a  capital  lease  but  have  not 
been  capitalized,  the  following  informa¬ 
tion  shall  be  presented:  (1)  The  addi¬ 
tional  amounts  of  the  asset  and  the 
liability  that  would  have  been  included 
in  the  balance  sheet  had  the  uncapital¬ 
ized  leases  been  capitalized  and  (2)  the 
effect  on  operating  and  nonoperating  in¬ 
come  brought  about  by  amortization  and 
interest,  and  changes  in  rent  expense, 
that  would  have  resulted  if  the  uncapi¬ 
talized  leases  had  been  capitalized.  Car¬ 
riers  who  elect  to  defer  until  the  close 
of  their  1977  fiscal  year,  a  decision  not 
to  capitalize  leases  entered  into  before 
January  1,  1977,  shall  report  the  data 
required  by  this  paragraph  quarterly  be¬ 
ginning  no  later  than  the  report  filed 
for  the  quarter  ended  Decem^r  31, 1977, 
or  the  close  of  their  fiscal  year,  which¬ 
ever  comes  first. 

( j )  For  capitalized  leases  the  following 
information  shall  be  disclosed  annually 
as  of  the  close  of  the  calendar  year:  (1) 
Future  minimum  lease  payments  as  of 
the  date  of  the  balance  sheet  presented, 
in  the  aggregate  and  for  each  of  the  five 
succeeding  years,  with  separate  deduc¬ 
tions  from  the  total  for  the  amount  rep¬ 
resenting  executory  costs,  including  any 
profit  thereon,  included  in  the  minimum 
lease  payments  and  for  the  amount  of 


the  imputed  interest  necessarj-  to  reduce 
tlie  net  minimum  lease  payments  to  pres- 
e  ^t  value;  (2)  the  total  of  minimum  sub¬ 
lease  rentals  to  be  received  in  the  future 
under  noncancelable  subleases  as  of  the 
date  of  the  balance  sheet  presented:  and 
(3)  total  contingent  rentals  actually  in¬ 
curred  for  tlie  calendar  year. 

(k)  For  operating  leases  the  following 
information  shall  be  disclosed  annually 
as  of  the  close  of  the  calendar  year:  <  1 ) 
future  minimum  rental  payments  re¬ 
quired  as  of  the  date  of  the  balance  sheet 
presented,  in  the  aggregate  and  for  each 
of  the  five  succeeding  years;  (2)  the  total 
of  minimum  rentals  to  be  received  in  the 
future  under  noncancelable  subleases  as 
of  the  date  of  the  balance  sheet  pre¬ 
sented;  (3)  the  rental  expense  for  the 
calendar  year  with  separate  amounts  for 
minimum  rentals,  contingent  rentals, 
and  sublease  rentals.  Rental  payments 
under  leases  with  terms  of  a  month  or 
less  that  were  not  renewed  need  not  be 
included;  and  (4)  a  general  description 
of  the  lessee’s  leasing  arrangements  in¬ 
cluding,  but  not  limited  to.  the  basis  on 
w'hich  contingent  rental  payments  are 
determined;  the  existence  and  terms  of 
renewal  or  purchase  options  and  escala¬ 
tion  clauses;  and  restrictions  imposed 
by  lease  agreements,  such  as  those  con¬ 
cerning  dividends,  additional  debt,  and 


further  leasing.  The  first  two  disclosure 
requirements  apply  only  to  operating 
leases  having  initial  or  remaining  non¬ 
cancelable  lease  terms  in  excess  of  one 
year  and  the  last  two  requirements  apply 
to  all  operating  leases. 

17.  Amend  CAB  Form  41  schedules  to 
reflect  the  foregoing  changes  in  account¬ 
ing.  as  shown  in  the  exhibits  attached 
hereto*  and  made  a  part  hereof  as  fol¬ 
lows: 

Schedule  No.:  Exhibit 

B-1  .. 

B-6  .. 

B-7  .. 

B-8  .. 

P-1.1  . 

P-1.2  . 

P-1 (a) 

P-3 
P-6.1 
P-6.2  . 

P-6  .. 

P-7  .. 

(Secs.  204(a).  407,  Federal  Aviation  Act  of 
1658,  as  amended,  72  Stat.  743,  766;  (46  U.S.C. 
1324,  1377).) 

By  the  Civil  Aeronautics  Board. 

Phyllis  T.  Kaylor. 

Secretary. 


*  Exhibits  filed  as  part  of  the  original  docu¬ 
ment. 
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